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Introduction

Investing in U.S. real estate is an attractive opportunity for foreign investors due to its stability,

growth potential, and legal protections. However, the U.S. tax system can be complex. This guide

outlines key strategies, tax obligations, and compliance requirements to help you navigate the

system, avoid penalties, and maximize your investment returns.



Choosing the Right Investment Structure

Foreign investors typically consider four structures:

1. Direct Ownership - Simple and low-cost but exposes the investor to estate tax and offers limited

legal protection.

2. Limited Liability Company (LLC) - Offers liability protection and pass-through taxation, allowing

income and expenses to flow directly to the owner. However, some foreign investors may face extra

filing obligations depending on their country of residence.

3. Corporation - Offers strong protection and potential tax planning advantages, but profits may be

taxed at both corporate and personal levels (double taxation).

4. Foreign Trust - Best for estate planning and wealth protection but comes with high compliance

and complexity.

Each structure has pros and cons based on your tax residency, estate planning goals, and income

strategy. Choosing the right one is critical for long-term tax efficiency.



U.S. Tax Obligations for Foreign Investors

Foreign investors are subject to U.S. taxes in several key areas:

- **FIRPTA**: The Foreign Investment in Real Property Tax Act requires 15% withholding on the

gross sales price when selling U.S. property.

  

- **Rental Income**: Generally taxed at a flat 30%, unless reduced by a tax treaty. However, you

can elect to treat rental income as "effectively connected income," which allows deductions and

taxation on net income instead.

- **State Taxes**: Many states also tax rental income and property transfers. For instance, California

and New York have higher state tax burdens, while states like Florida and Texas do not impose a

state income tax.

Failure to comply can lead to penalties, liens, or restricted access to future U.S. investments.



Tax Strategies to Reduce Liability

Smart planning can help reduce your tax burden:

- **1031 Exchanges**: Defer capital gains taxes by reinvesting in "like-kind" U.S. real estate. Foreign

investors must meet specific IRS requirements to qualify.

- **Depreciation**: U.S. tax law allows depreciation of residential properties over 27.5 years,

reducing taxable income-even if the property appreciates in value.

- **Tax Treaties**: The U.S. has treaties with countries like Canada, the U.K., Germany, and China.

These can lower withholding rates and prevent double taxation. Always verify how your home

country interacts with U.S. tax law.

- **Holding Companies**: Using U.S. or offshore holding companies can limit liability, streamline

estate planning, and create flexibility in structuring returns.



Compliance & Filing Requirements

To stay compliant, foreign investors must:

- **Obtain an ITIN** (Individual Taxpayer Identification Number) for U.S. tax filings.

- File **Form 1040-NR** annually to report U.S. income.

- File **Form 5472** if investing through a U.S. corporation with foreign ownership.

- File **Form 1120** for U.S. corporations.

- File **Form 8854** if expatriating.

Deadlines are typically April 15 (June 15 with extensions for foreign filers). Non-compliance can

result in penalties ranging from hundreds to tens of thousands of dollars.



Advanced Planning for High-Net-Worth Investors

For investors with significant portfolios:

- **Estate Tax Exposure**: Non-resident aliens are subject to U.S. estate tax on U.S.-situated assets

above $60,000. Trusts and foreign corporations can help shield assets.

- **Offshore Trusts**: While complex, these structures can offer privacy, asset protection, and tax

efficiency. U.S. reporting for offshore trusts is strict-get expert guidance.

- **Multi-Entity Structures**: Combining U.S. LLCs with foreign corporations or partnerships can

optimize tax outcomes and provide succession planning tools for families or groups of investors.



How TaxBiz USA Can Help

At TaxBiz USA, we specialize in helping international real estate investors:

- Choose the right ownership structure

- File required IRS and state forms

- Minimize U.S. tax through strategic planning

- Navigate FIRPTA, 1031 Exchanges, and tax treaties

- Protect assets through compliant entity planning

We combine real estate and tax expertise to deliver results that grow your portfolio and protect your

peace of mind. Every situation is unique-we're here to guide you step-by-step.
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Ready to take the next step?

Schedule your FREE consultation today at www.taxbizusa.com and discover how we can help you

invest smarter, save more, and stay IRS-compliant.



Contact TaxBiz USA

Website: www.taxbizusa.com

Email: info@taxbizusa.com

Phone: 240-493-4822

Fax: 888-716-1199

Follow us:

TikTok: @taxbizusa1

Instagram: @taxbizusa

Facebook: TaxBiz USA

LinkedIn: linkedin.com/in/taxbizusa

Schedule your FREE consultation today!


